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ABSTRACT  
The objective of this research study was to establish the impact of financial regulations on the 
performance of commercial banks in Kenya with specific aims being: to determine the effects of 
financial regulations on the performance of Kenya Commercial Bank, to establish the effects of 
interest rate capping on the performance of Kenya Commercial Bank, to  establish the effects of 
market structure on the performance of Kenya Commercial Bank, and to  determine if bank 
liquidity affects the performance of Kenya Commercial Bank. The study will add to the body of 
literature and researchers shall be able to use this research study as  a reference to what they will 
do in future not forgetting that it will be used as a source of literature review to their studies. 
Ninety eight respondents were chosen through stratified random sampling. The researcher used 
secondary information sources which were obtained through reading relevant literature available 
in the library, various documents, publications and reports including journals and magazines. 
The research questionnaires were administered by the researcher himself, and respondents’ data 
was analyzed through frequency and descriptive statistics. Data was presented with the aid of 
graphs and pie charts. The study established that the regulations are oriented towards achieving 
the development objectives of the country without having to sacrifice the prudential guidelines 
and financial sector stability considerations. The study recommends that KCB Management 
should ensure that all regulations provided by Central Bank are fully complied with. This will 
ensure that the bank does not face sanctions that might affect its daily operations and 
consequently impact on its performance. 
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CHAPTER ONE  
INTRODUCTION  
1.0 Introduction 
In this chapter the following is presented: the study background, problem statement, research 
objectives and questions, significance of the study, its scope and chapter summary with relations 
to the effects of financial regulations on the performance of commercial banks, with  Kenya 
Commercial Bank as the case study. 
1.1 Background of the study 
Sherman (2009) indicated that global financial recession of 2008 has taught us that there is a 
need to regulate financial institutions; the case of USA brings forward the relationship between 
financial regulations and financial performance. Before 2007, USA had been deregulating their 
financial sector which saw tremendous growth of the financial institutions only that the growth 
could not be sustained and the whole industry crushed. Since the financial crisis, they have 
introduced regulations to bring about economic stability and as a result the growth of financial 
institutions including banks has slowed down (KPMG, 2014).  
 
Caprio and Levine (2006) explain that the key component of a financial market is a banking 
system. Financial growth is facilitated by banks in form of allocating and mobilizing funds to 
venture projects with the aim of financial gain in the long run. Economic stability, risk taking, 
and good governance defines a well-structured banking system that promotes financial 
performance. According to Gully (2009), bank regulation has two main purposes one of which is 
to protect investors’, creditors’ and depositors’ interests, while the second role is promotion of 
integrity in financial markets. Deregulation upsurge experienced in the financial market that 
began in the 1980s and in the recent past has been countered by the rise of government 
regulations. According to Bain and Howells (2010), banks regulations originate from irregular 
information as clients are less informed about the banks regulations compared to the bank itself. 
The overall performance and profitability of banks has improved tremendously in the last 
decade, thereby promoting sound banking practices. However, it has proved to be problematic. 
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The differences in relation to corruption, legal origin and democracy create challenges in 
implementing effective universal policies (CBK, 2009).  
 
Terance (2013) defines performance measurement as a way of ensuring that resources available 
are used in the most effective and efficient way. The essence is to provide for the organization 
the maximum return on the capital employed in the business. Financial performance for banks is 
very important because managers need to know how well the banks are performing. According 
to CBK Report (2016), the balance sheet for the banking sector grew from Ksh 3,168.7 billion to 
Ksh 3,626.9 billion in the period between November 2014 and November 2015. Haron (2014) 
outlines that studies have divided determinants of performance of banks into two areas, that is, 
the external and internal factors. Internal determinants are financial and non-financial variables 
while external factors are those factors that are considered to be beyond the control of the bank 
management. They include market share, money supply, inflation, competition, regulations, 
concentration and size (Haron, 2014).  
 
According to Hanson, Kashyap and Stein (2011) micro prudential and the macro prudential 
theories, there is a correlation between regulations and financial performance in financial 
institutions. These theories state that regulations must be put in place and enforced even though 
this may cause a bank to shrink its assets or seek fresh capital from the stock market. The 
theories aim at achieving economic stability and protecting tax payers’ interests. This may have 
the effect of slowing down the financial performance of commercial banks (Hanson, Kashyap, & 
Stein, 2011).  
1.1.1 KCB profile  
Kenya Commercial Bank roots can be traced back to 1896 July when the bank was started in 
Mombasa as a subdivision of the Indian National Bank. The merger of the Indian National Bank 
and Grindlays Bank in 1958 gave rise to National and Grindlays Bank. In 1963 the government 
of Kenya acquired sixty percent of National and Grindlays Bank with the aim of bringing 
banking closer home, and by 1970 the government acquired the rest of the shares and renamed 
the bank Kenya Commercial Bank (KCB, 2015).   
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In 2015, as a result of corporate restructuring, KCB bank was incorporated. Prior to November 
2014, the bank was both licensed as a financial institution and a holding company for its 
subdivisions in order to comply with finance act of 2012. In 2015, the KCB Group Limited 
tabled its vision to incorporate KCB Bank Kenya Limited as a fully owned subsidiary and turned 
itself to a non-trading holding company (KCB, 2015).  
1.2 Statement of the Problem  
The implementation of the Financial Regulations Bill 2015 in Kenya has been a major challenge 
to the performance of commercial banks, but in the long run it contributes to the strengthening of 
the banking systems. Some aspects of the regulations are oriented towards achieving the 
development objectives of the country without having to sacrifice prudent regulations and 
financial sector stability considerations. However, the financial crisis of 2008 proved that it is 
necessary to have a stable financial system as it has a positive impact on equity and growth. 
Typically, one would expect regulations to improve efficiency and lower any risk of a financial 
crisis. Many critics have argued that regulations interfere with the efficiency of the market while 
those advocating for regulations thinks otherwise.  Commercial Banks in Kenya especially KCB 
are in search of modern management apparatuses to improve performance. Recently, KCB has 
tried to improve cash management and offer new services to attract more funds flow.  
Despite the rapid expansion of banking services in Kenya, KCB still faces obstacles with respect 
to the handling of the risks that the bank is exposed to. Gudmundsson, Kisinguh and Odongo 
(2013) conducted a survey to establish the role of capital requirements on competition and 
stability of banks and their findings established positive relationships between performance, 
capital regulations and financial stability. Mureithi (2012) investigated financial regulations’ 
effects on financial performance at DTMs in Kenya and her conclusion was that regulations on 
DTMs have led to improvement in their financial performance. Various studies show that there is 
lack of clarity on what the true influence of regulations on the performance of commercial banks 
is, hence the inspiration for the current study.  
1.3 Objectives of the study  
The study’s broad objective was to determine the impact of financial regulations on the 
performance of commercial banks in Kenya with reference to KCB Bank as the case study.  
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1.3.1 Specific Objectives  
i. To determine how financial regulations affect the performance of Kenya Commercial 
Bank. 
ii. To establish how interest rate capping affects the performance of Kenya Commercial 
Bank.  
iii. To establish how market structure affects the performance of Kenya Commercial Bank. 
iv. To determine how bank liquidity affects the performance of Kenya Commercial Bank.  
1.4 Research questions  
i. Do financial regulations affect the performance of Kenya Commercial Bank? 
ii. What is the effect of interest rate capping on the performance of Kenya Commercial 
Bank?   
iii. Does market structure affect the performance of Kenya Commercial Bank?   
iv. Does bank liquidity affect the performance of Kenya Commercial Bank?   
1.5 significance of the study 
1.5.1 Management of KCB 
The management of Kenya Commercial Bank will use the study as a pointer. This is because it 
will highlight the effects of financial regulations on commercial banks’ performance. Managers 
will therefore use these results to select the optimal strategies that would maximize growth and 
performance of banks. Findings from the study will aid managers of prospective firms whose 
main targets are to improve banks’ performance. The study will also provide ample information 
to those firms already in the market with strategies that are not working for them.  
1.5.2 Scholars and Researchers  
This study will thus make special contribution to the existing knowledge, address and provide 
the background information to research organizations, individual researchers, and scholars who 
will want to carry out further research in this area to identify gaps in the current research. 
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1.5.3 Policy Makers and Government Officials   
The study will be significant to government officials and the policy makers as it will enable the 
government to understand and appreciate the importance of organizational performance in 
Kenya, and also help those policy makers to develop and implement regulations and policies that 
will promote growth and development of financial institutions to boost economic growth and job 
creation. 
1.6 Scope of the study 
The research was confined to Kenya Commercial Bank. KCB offices in Nairobi are located at 
Kencom House along Moi Avenue. The researcher believes that this gives enough grounds to 
generalize the findings. The researcher also believes that this provides adequate population and 
sample for the study and therefore gives reliable results and findings. However, the study was 
carried out during the month of June 2017 to August 2017. 
1.7 Chapter Summary  
This chapter is the principle guide upon which literature was reviewed. It also identifies the 
necessary empirical and literature aims and methodology followed in conducting the study. The 
chapter has discussed the study background and problem statement. It has also highlighted study 
objectives, research questions, and their importance. This chapter has laid out the basis in which 
the research was carried out. 
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CHAPTER TWO 
LITERATURE REVIEW 
2.0 Introduction  
The chapter has considered works which are related and consistent with the objectives of the 
study, explanations of the existing theories and analysis of the past established knowledge which 
will outline the organized understanding of the major issues, and past studies in the area under 
study. It further outlines empirical literature, research gaps to be filled, summary and the 
conceptual framework of the study.   
2.1 Theoretical Literature Review 
According to Meyer and Rowan (2009), theoretical literature review establishes the theories that 
already exist, their relationship with study variables and help in the development of hypothesis or 
study questions to be asked and tested.   
 
2.1.1 Theory of Financial Regulation 
According to Campbell (2006), the financial regulation theory creates a stable economic 
structure that regulates output and price volatility that could lead to a crisis in the financial 
sector.  The role of Central Bank as an independent distinguished body is to deal with inflation 
and come up with measures on price indicators in regard to capital price that designs the market 
behaviour for distribution of limited resources. The guidelines embrace monitoring tools that 
contain and mould the supervision and risk taking behaviour of financial institutions, non-
financial institutions, and also marketplace contributors through supervision systems that are 
suitable to the weakness and strengths of self-justifying actions (Campbell, 2006). 
Financial regulation theory was adopted in this study because it describes and explains how 
changes in technological advancement, social values and regulations affect decisions regarding 
performance of financial institutions. 
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2.1.2 Conventional Economic Efficiency Theory 
According to Aly, Grabowsk, Pasurka, and Rangan (1990), this theory stipulates that 
organizations accomplish their output at the minimum level per cost, and maximum production 
can be reached through economies of scale, and that noticeable value is repeatedly countered by 
more cost of association with existing system. The allocative competence criterion indicates that 
financial institutions that have high level rivalry between them should be precluded from making 
extreme profits by raising prices to an unreasonable level above their marginal cost. Maximum 
allocation competence is reached when commercial yields reach the prime output of a 
combination of services and goods for maximization (Aly, Grabowsk, Pasurka, & Rangan, 
1990).  
The conventional economic efficiency theory considers the fact that organisational assets are   
limited and can be exploited at a given period of time, with the result that using a measure of 
material once comprises an opportunity cost stopping the organization from using the material 
for another purpose (Said, 2012). Organizations are more precisely competent if they reliably 
create more output from the same capacities of quantifiable inputs than other companies do. 
Variances in commercial efficacy amongst business may be caused by differences in price 
efficiency. This concept offers a thoughtful approach to factors associated with operating cost of 
a business (Zerbe, 2001). 
This theory is fundamental to this study in the sense that for financial institutions to function in a 
well-organized manner, institution’s merchandises have to be optimally priced and therefore 
reduce discriminating competition in the market.     
2.2. Empirical literature review 
2.2.1 Financial regulations  
Agborndakaw (2010) describes financial regulations as the laws that have been put in place by 
the state to govern financial institutions, and the Financial Times has a similar definition and 
describes regulations as laws that govern the activities of all financial institutions. According to 
Agborndakaw (2010), these regulations aim at maintaining orderly markets, licensing the 
providers of financial services, enforcing applicable laws as well as prosecuting cases of market 
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misconduct, protecting clients and investors and promoting the stability of the financial system. 
These regulations are promulgated by government regulators as well as international groups. The 
government regulator in Kenya is the CBK. 
  
A report by OXERA (2006) explains that financial regulations can be measured by looking at the 
growth in the financial sector and this is done by comparing financial performance before new 
regulations comes to effect and the performance after. They are also measured by using surveys 
that show growth in market outcomes which are as a result of regulation. Financial regulations 
are implemented by government to secure financial stability and to prevent systemic financial 
risk. Prudent financial regulation and supervision are considered essential in banking industry 
since consumers cannot monitor banks’ complexity of financial products effectively (Berger, 
Hasan, & Klapper, 2014). However, the fragility of financial market can be originated from 
inconsistent government policy which hampers the effective regulation and supervision and leads 
to financial crisis (Alexandru, Genu, & Romanescu, 2008). Financial regulation is the revelation 
of traditional philosophy of low returns on money embodied in interest rate ceilings or regulation 
as baseless, counterfactual, and perilous at least in the environment of the developing countries 
(Caprio et al. 2008). Three types of financial regulations: investment guidelines, authorized 
managerial authority, and secretive observations are often discussed in existing studies because 
they are consistent with Basel II Accord pillars (Petersen, 2009). 
 
According to Barth, Gerard and Ross (2008), the Accord reduces the financial stability since 
capital requirements under the Accord will increase in bust and fall in boom. On the other hand, 
they categorize seven regulatory indices including the three pillars of the Accord: overall 
limitations on financial institutions undertakings, admittance necessities, divergence, principal 
guideline, isolated observation, banks owned by governments, and certified regulatory authority. 
The extended indices are worth considering since particular supervisory approaches can have 
dissimilar effects on financial permanence. However, the effects of each element of the indices 
on containing financial crisis are controversial. Financial regulations formulated to improve the 
development of the financial sector have not been an exception. In some cases, they are products 
of intuitions, of rational reflections that transit throughout reality’s periphery without arriving at 
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it, and, in other cases, the mechanical intent of transplantation of foreign experiences or purely 
empirical normative models. There may be countervailing or amplifying effects between various 
elements of regulations, if implemented simultaneously (Caprio et al. 2008). Greater limitations 
on financial activities can be essential in countries with insufficient private monitoring, whereas 
restricting financial institutions with weak official supervision may lead to financial stability 
(Barth, Gerard & Ross, 2008). 
2.2.2 Interest Rate Capping  
According to Crowley (2007), interest rate is defined as money paid to the lender and financial 
institutions by a borrower for the use of the money they borrow. According to Central Bank of 
Kenya (2013), interest rate is defined as a fee paid by a borrower to a lender for the use of 
borrowed money usually expressed in terms of percentage that is awarded after a duration of 
time depending on the time value of the money borrowed. For economic and political reasons, 
governments can cap the interest rate for provision of support for a specific area of economy and 
also for an industry. For most of the cases, the government always identifies what it considers as 
market failure; therefore a cap on interest may be seen as an attempt to have a better view of 
financial resources on the section that was determined by the market. 
 
Financial institutions cannot fully identify customers’ ability to repay the money borrowed, 
therefore the interest rates payable at the banks are the most vulnerable to the market since 
commercial banks’ rates are driven by higher overhead costs (Amer, Moustafa, & Eldomiaty, 
2011). When the government implements an interest rate cap, its main aim is to give incentives 
to lenders in order to determine the supply curve and push up the access to credit and at the same 
time bring down borrowing rates. Obligations of an extreme cost of loans usually intensifies the 
delinquency of contrary choice as the customer surplus creates a large pool of willing debtors 
with unidentifiable credit worthiness. However, theoretically there are many variations in the 
systems applied by the government to contrivance restrictions on the borrowing proportions. 
Vanilla interest rate cap are used in some nations and are written into all regulations for licensed 
banks. The main explanation used against capping the rates is that they distort the market and 
prevent financial institutions from giving loans at the lower end of the market that have no 
alternative access to credit (Gonzalez, 2013).   
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In their study, Gardner and Cooperman (2005) found out that interest rates represent the cost of 
borrowing capital for a given period of time. Price changes are anticipated in the real world and 
these expectations are part of the process that determines interest rates. Keynes (2006) indicates 
that rate of interest represent the cost of borrowing capital for a given period of time. Given that 
borrowing is a significant source of finance for the firms, interest rate are of great importance to 
them since it greatly affects their income and by extension their operations. According to Cargill 
(1991), interest rates for lending and other financial intermediaries represent both a composition 
for the loss in value of the loaned capital arising mainly from inflation as well as profit margin to 
compensate the lender for the default risk he exposes himself to during the loan period. Saunder 
(1995) asserts that interest rates influence the overall economic activity including the flow of 
goods, services and financial assets within the economy and as well as the whole world. He 
points out that interest rates relates the present value to the future value of money. A high interest 
rate leads to a high discount rate, thus the present value of money. However, low interest rate 
leads to a future cash flow at a lower discount rate. 
 
2.2.3 Market Structure 
The operations of commercial banks are highly regulated due to the role they play in the general 
development and growth of a nation. Operating efficiency of financial institutions is therefore 
paramount for the existence of strong financial systems of the country. Research on the 
performance and regulations of financial institutions have always established a negative 
relationship between the two. According to Gonzales (2005), strict regulations increase banks 
threat captivating enticements by dropping bond worth that harms the stability of the banking 
system. The Kenyan banking sector is highly regulated and supervised by the government 
through CBK. The regulator has set minimum operational requirements for banks to operate and 
which are aimed at safeguarding the interest of depositors and fair market for all banks. 
 
The country’s economic growth receives major contributions from the banking sector. The 
competition in the financial sector results to highly efficient economic services, better services 
and improves the quality of financial innovations. Financial services access is highly influenced 
by competition in the financial sector. Governments can achieve the desired economic growth by 
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increased competition in the banking sector. Competition in the financial sector is measured in 
non-structural and structural approaches. The structural approach constitutes a natural link 
between concentration and competition (Barth, Gerard, & Ross, 2006). The market performance 
is greatly affected by exogenous factors related to market structure, and explicitly basic demand 
and supply condition which affect banks’ performance in the industry. It is used to test whether 
higher level of concentration in the marketplace results to collusive actions among the large 
banks and thus results in greater performance (Bernanke, 2008).  
 
A study by Demsetz (2003) established that performance and market structure is affected by 
price reduction due to their profit maximizing behavior. That is, market concentration resulted 
from the superior efficiency of leading banks. This study will consider competition among banks 
by determining the market share index of each bank for every year under consideration. 
However, the non-structure approach states that competition can be measured directly without 
using the relationship between structure, conduct and performance. Competition under non-
structure approach can be measured using factors such as risk profiles, entry or exit barriers, and 
revenue behaviour (Demsetz, 2003). The traditional view of competition fragility states that high 
bank concentration erodes market power, resulting in lower profit margins and accordingly 
reduces banks motivation for risk taking (Jimenez, Lopez, & Saurina, 2010). The second view is 
the competition-stability contending that more market power in the loan market will increase 
financial institutions’ interest rates on loans that often result to higher rate of defaulters (Nicolo 
& Loukoianova, 2007).  
 
The competitive condition in banking system has been investigated in many studies such as 
Berger and Hannan (2009) who carried out a study showing how market structure, market 
concentration and profitability are related in US banks in 2003-2005, and their study established 
that noncompetitive price behaviour could explain that relationship. Another study focused on 
how banks whose performance is affected by regulations and other factors relate to the 
competitive environment. It was established that the tighter the entry restrictions, the poorer the 
bank efficiency, and that leads to higher interest margins and overhead expenditure as well as 
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increasing bank fragility (Bernanke, 2008). This study will analyze market structure as one of the 
variables that determine the performance of KCB Bank.  
 
2.2.4 Bank Liquidity 
Liquidity is the ability of financial institutions to satisfy depositors demands (Ongore & Kusa, 
2013). The level of liquidity of a bank represents the ratio of loans to customer deposits, and 
liquid assets to total assets.  Liquidity and profitability as performance indicators are vital to the 
major shareholders, tax authorities and creditors.  The shareholders have interest in the bank 
profitability because it determines their return on investments. Depositors too are concerned with 
the liquidity of the bank because it determines the ability for them to withdraw cash whenever 
they are in need. The tax authorities have interest in the profitability of financial institution in 
order to establish and determine appropriate tax obligation (Amer, Moustafa, & Eldomiaty, 
2011).   
The self-contradictory form of profitability and liquidity can be explained by the spontaneous 
thinking that the bank operating with high liquidity may have a low indebtedness risk, but this is 
with a trade-off of low success. Equally, a bank operating on low liquidity level may face high 
indebtedness risk, but with a trade-off of higher profit margins (Berger, Hasan, & Klapper, 
2014). A study by Naceur (2003) established that banking profitability is determined by higher 
interest rates the banks levy that are associated with higher earnings, and he further concluded 
that other determinants that include the size of the bank and debtors affects profitability in a 
negative manner. A similar study by Goddard (2004) determined that profitability incorporates 
ownership type, diversification, size, risks and dynamics. Another study by Heibati (2009) 
surveyed the parameters of banks in four areas: efficiency, capital, liquidity and profitability in 
relation to performance, and the results showed liquidity affects profitability of banks.  
2.3 Summary and Research Gaps 
The Kenyan banking environment in the last decade has undergone many structural changes in 
the sector that are financial and regulatory, and this has encouraged foreign banks to enter into 
the market. Financial regulations can be measured by looking at the growth in the financial 
sector and this is done by comparing financial performance before new regulations came into 
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effect and the performance after. They are also measured by using surveys that show growth in 
market outcomes which are as a result of regulation. When the government implements an 
interest rate a cap, its main aim is to give incentives to lenders in order to determine the supply 
curve and push up the access to credit and at the same time bring down borrowing rates. The 
obligation of an excessive cost of loans intensifies temptations of unfavourable choice as the 
customer surplus creates a large pool of willing debtors with unidentifiable credit worthiness.  
 
Gudmundsson, Kisinguh and Odongo (2013) conducted a survey to establish the role of capital 
requirements on competition and stability of banks and their findings established positive 
relationships between performance, capital regulations, and financial stability. Mureithi (2012) 
investigated financial regulations’ effects on financial performance at DTMs in Kenya and her 
conclusion was that regulations on DTMs have led to improvement in their financial 
performance. Various studies show that there is lack of clarity on what the true influence of 
regulations on the performance of commercial banks is, and that is the motivation for this 
research.    
 
2.4 Conceptual Framework 
Figure 2.2: Diagram showing the conceptual framework 
 
 
 
 
 
 
 
 
Interest Rate Capping   
Market Structure 
Financial Regulations 
PERFORMANCE 
OF KENYA 
COMMERCIAL 
BANKS 
Bank Liquidity 
 
Theory of Financial 
Regulation 
Conventional Economic 
Efficiency Theory 
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2.5 Operationalization of Variables 
2.5.1 Financial Regulations 
Financial regulations can be measured by looking at the growth in the financial sector and this is 
done by comparing financial performance before new regulations came into effect and the 
performance after. They are also measured by using surveys that show growth in market 
outcomes which are as a result of regulation. Financial regulations are implemented by 
governments to secure financial stability and to prevent systemic financial risk. 
2.5.2 Interest Rate Capping   
Capping interest rates solve the high interest rate spreads in the banking sector but will lead to 
other challenges such as “high risk” borrowers not accessing credit as banks will prefer to loan to 
the government, straining small banks who effectively have been shut out from the interbank 
market and now have to mobilise funds at rates higher than what they are getting and can only 
lend out within the stipulated margins. It is based on an unreasonable premise that the highest 
extra risk premium in the Kenya market is 4%. 
 
2.5.3 Market Structure 
Competition in the financial institutions is measured by use of non-structural and structural 
approaches. The structural approach constitutes a natural link between concentration and 
competition. The market performance is greatly affected by exogenous factors related to market 
structure, explicitly basic demand and supply condition, which affect banks’ performance in the 
industry. It is used to test whether higher level of concentration in the marketplace grounds 
collusive actions among the large banks thus resulting in greater performance. 
 2.5.4 Bank Liquidity 
The level of liquidity of a bank represents the ratio of loans to customer deposits, and liquid 
assets to total assets.  Liquidity and profitability as performance indicators are vital to the major 
shareholders, tax authorities and creditors.  The shareholders have interest in the bank 
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profitability because it determines their return on investments, and the statutory minimum 
requirements for liquidity ratio in Kenya banks is 20%. 
2.6 Chapter Summary 
The study selected the past activities that fall within the objectives of the study. That gave a clear 
account of all past theoretical undertakings that tried to determine the impact of financial 
regulations on the performance of commercial banks in Kenya with reference to KCB Bank as 
the study case. The study has reviewed financial regulations, interest rate capping, market 
structure and bank liquidity, and has observed a positive relationship on performance of banks. 
This chapter provides a theoretical and conceptual basis from which a methodology for research 
is developed, an analytical framework chosen, relevant data collected and consequent analyses 
carried out towards drawing conclusions to determine the impact of financial regulations on the 
performance of commercial banks in Kenya. 
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CHAPTER THREE 
RESEARCH DESIGN AND METHODOLOGY 
3.0 Introduction 
This chapter outlines the methodology used in the study and offers an explanation into what type 
of research this study is all about. It also defines the population of the study and the specific 
sampling techniques to be used, data analysis and collection methods. The chapter also includes 
design, pilot study, validity, reliability and ethical considerations.  
3.1 Research Design 
 A general layout that the researcher uses to respond to research questions is referred to as 
research design. Orodho (2005) defines research design as a general layout that is used to answer 
research questions or resolve a dilemma. This study dilemma was carried out through descriptive 
research designs. Cooper and Schindler (2008) describe descriptive design as a process of 
finding out, what, where and how an incident occurred.  
Descriptive research design is appropriate for studies that have specific issues where problems 
have been defined (Mugenda and Mugenda, 2003). The issues in the study being the 
determination of the impact of financial regulations on the performance of commercial banks in 
Kenya with reference to KCB as the study case, are thus geared towards addressing the essential 
why, who, when, what, and how questions in the research. The study seeks to describe a situation 
through the study of variable relationships. The study describes and defines the subject matter by 
profiling issues under study (Cooper & Schindler, 2008).  It also helps the researcher to critically 
analyse the problem in question with a view of drawing more detailed and specific information 
about the subject that can be useful to management. Most often than not, it was used as a 
precursor to more statistical research as it gives some valuable pointers as to what variables are 
worth testing quantitatively.  
3.2 Target Population 
Borg and Grall (2009) described target population as a common set of study units to which a 
researcher would like to determine the general results. Populations are units that have observable 
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characteristics that the study uses to generalize the findings. The research study target was 160 
KCB bank Staff   
Table 3.1: Table showing research study population 
Category  Target Population  % 
Senior Managers   
15 
                9 
Middle level  Managers 50 31 
Non- Management staff 95 60 
Total 160 100 
  
3.3 Sample and Sampling Techniques  
A sample is defined as a subject of a population that has been selected to reflect or represent 
characteristics of a population (Kothari, 2004). A stratified proportion sampling is employed to 
obtain a suitable unit representative of analysis. This is because of the heterogeneity of the 
population and that all respondents had equal opportunity of participation. Kothari (2004) argues 
that a stratified proportional sample increases a sample’s statistical efficiency and provides 
adequate data for analyzing the various populations. This method is cost effective, fast tracks 
data collection, and access to the unit of analysis and elements of the study.  According to 
Kombo and Tromp (2009), a sample size of ten percent and twenty percent of the target 
population chosen through stratified sampling is appropriate. Thus, 10% of the accessible 
population is enough for the sample size. In this context, the researcher used the minimum which 
is 10% because of limited resources. Kothari (2004) observed that a sample drawn randomly is 
unbiased in a way that no number of populations has any chance of being selected more than the 
other. The study used stratified sampling technique which involves dividing the target population 
of 160 KCB bank Staff into strata. This method was appropriate since it gives all the respondents 
from each of the four strata equal chance to participate. Participants were stratified into the 
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following categories: Senior Managers, Middle level Managers, and Non- Management staff. A 
sample size was arrived at through proportionate stratified sampling as shown here below:- 
Sample size: x/n*z=y 
Where x/n= weight over population. 
Z = Sample space 
Y = sample size. 
Hence a sample size determined in each stratum was achieved as follows: 
Table 3.2:  Table showing research sample size  
  
Type of trade  Target Population  Sample size  Percentage  
Senior Managers 15 14 10 
Middle level  Managers 50 31 31 
Non- Management staff 95 63 59 
Total 160 98 100 
 
3.4 Data collection techniques 
The study used questionnaires to collect data especially primary data as outlined by Kothari 
(2004). A questionnaire is an instrument of research that contains questions on the variables of 
the study. The researcher used questionnaires which are a more efficient and economical tool for 
descriptive and prescriptive research for the sample size that is chosen. This way, it was easier to 
identify the level by which the respondent agrees or disagrees (Kothari, 2004). 
 
The study used secondary data for literature review. The material that was used includes books, 
journals, reports, magazines and internet literature. The researcher collected primary data for this 
study report and used secondary data for literature review.  
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3.5 Pilot Study 
The pilot study aims at establishing the validity and reliability of instruments of research (Cooper 
& Schindler, 2008). The study adopted content validity to measure the degree to which data was 
collected with the aid of questionnaires. The pilot testing was conducted on 10 KCB bank Staff. 
The pilot group was done through random sampling. According to Cooper and Schindler (2008), 
a pilot study should be ten percent of the main study.  
3.5.1 Validity  
The researcher used both content and facial observation to ascertain validity of the questionnaire. 
Validity is the correctness and capacity of interpretations founded on the study results. The 
researcher conducted the pilot study to validate the study questionnaire.  
3.5.2 Reliability 
The study used a co-efficient of 0.6 or above for all constructs that are considered adequate for 
the study. The construct multiple of reliability is Cronbach’s alpha. According to Rousson, 
Gasser and Seifer (2012), the standard acceptable reliability coefficient is 0.6.The study adopted 
Cronbach’s alpha that was used to test research instruments reliability. According to Denzin and  
Lincoln (2005), a reliability test of research instruments is one that consistently produces the 
expected results. According to Dane (2010), a questionnaire has the same expectation, that is, it 
reliably does what it is designed to do every time it is used. If the questionnaire is consistent over 
time and yields similar results each time it is used, it is reliable. They say that because of 
economy in time and labour, the procedure for extracting an estimate of reliability should be 
obtained from the administration of a single test. The researcher can use the questionnaire and 
administer the questionnaire to 10 respondents from the target population randomly. The 
researcher waited 2 weeks and then repeated the questionnaire to the same respondents. 
3.6 Data Collection Procedure  
Primary data presented the actual information that was collected through the use of 
questionnaires that were self-administered. The questionnaires were then picked up by the 
researcher for data analysis. The study used secondary data for literature review. The materials 
used include books, journals, reports, magazines and internet literature. 
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3.6.1 Questionnaires 
Questionnaires are a list of standard questions prepared to fit a certain inquiry. The 
questionnaires contain closed-ended questions so as to facilitate structured responses for the 
rating of various attributes whilst open-ended questions help to provide additional respondents 
information.  According to Arodho (2005), questionnaires measure the likelihood of straight, 
even, and blunt answers. This can be superior to an interview because face to face encounters 
may prevent the person from expressing what he feels to be socially or professionally 
unacceptable views. The researcher used Likert-type format  of questionnaires.  
3.7 Data Analysis and presentation 
Data analysis was done using descriptive statistics. Specifically, means, averages and 
percentages were used in the study. The data analysis tools were simple tabulations and 
presentations of the report using spread sheets. The data was presented using tables, charts and 
graphs. Data was first coded then organized into concepts from which generalization was made 
of entire population. Data was then tabulated and frequencies calculated on each variable under 
study and interpretations made from the field findings. Percentages were calculated and 
interpretations made.  
3.8 Ethical Consideration   
The researcher undertook various steps to ensure that the study adhered to research ethical 
standards. Research introduction letters were obtained from the participating institutions, 
Management University of Africa and Kenya Commercial Bank. 
  
3.8.1 Informed Consent 
Borrowing from Oliver (2004), the researcher ensured that through the principle of informed 
consent, complex as it is, the respondents had no hang-ups that come with lack of clear 
expectations of the research. As Oliver points out, some respondents may be impressed by the 
status of the researcher, or even by the words the researcher has used and may agree to 
participate without having a good idea of what the research is all about. 
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3.8.2 Voluntary Participation 
The researcher sought consent from the management of the Kenya Commercial Bank before 
administering the questionnaires. Participants were asked to verbally consent to participate in the 
research, for which they were free to participate or not. The researcher explained to them that the 
information that they give would be used only for the study. 
3.8.3 Privacy 
The respondents were not be identified by name. Confidentiality of respondents was treated as a 
matter of priority. Further, the researcher used two methods in engaging these respondents before 
agreeing to answer the questions of this study.  
3.8.4 Confidentiality 
The researcher explained to the respondents that the data being gathered in this study is treated in 
confidence and that the findings are meant for a project at the Management University of Africa. 
The researcher also explained to the respondents that the data was coded and no one, whatsoever, 
will relate the data to the respondents for both external and internal audiences of the project.  
3.8.5 Anonymity 
The researcher accorded the respondents their due respect while at the same time ensuring that 
they answer the queries as expected by the study, interjecting questions intelligibly. The 
researcher picked respondents without any discrimination. This helped the researcher to receive 
truly anonymized respondents even to the researcher himself. This was achieved through self-
administered questionnaires with an anonymous method of return.  
3.9 Chapter summary 
The chapter contains the methodology adopted for this study by offers and explanations into 
what type of research this study is all about. It also defines the population of the study and the 
specific sampling techniques to be used, data analysis and collection methods, study design, pilot 
study, validity, reliability and ethical considerations. 
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CHAPTER FOUR  
RESEARCH FINDINGS AND DISCUSIONS 
4.0 Introduction  
Research findings are presented in this chapter. The chapter has been sectioned into: response 
rate, respondents’ background, and the impact of financial regulations on the performance of 
commercial banks in Kenya taking KCB bank as the case study.  
4.1 Presentations of Research Findings 
4.1.1 Response Rate  
This refers to the response by the respondents which was administered through questionnaires 
from each strata, as per the sample size as shown in table 4.1 below. The response rate 
determination was important because it clearly enabled the researcher to know the exact number 
of questionnaires that would be valid for analysis. 
 
Table 4.1: Table showing response rate 
 
 
 
 
 
 
Category Frequency Percentage 
Response 84 86% 
Non Response 14 14% 
Total 98 100 
 23 
 
Figure 4.1: Figure showing response rate  
 
The researcher distributed questionnaires to 98 respondents which were computed as shown in 
chapter three section 3; sample design and sampling techniques, and 86% response rate was 
achieved which was favorable for the study as shown in table 4.1 and figure 4.1. Mugenda and 
Mugenda (2003) explains that 50% reaction is satisfactory and 60% is good, while any response 
above 70% is perfect for research. 
Table 4.2:  Table showing gender of the respondents 
Category Frequency Percentage 
Male 38 45% 
Female 46 55% 
Total 84 100 
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Figure 4.2: Figure showing gender of the respondents  
 
The gender characteristics of respondents is dominated by females at 55 % as shown in figure 
4.2 and table 4.2 above against males who are 45%. The gender representation of the respondents 
indicates that views under the study were represented by all gender, and no single opinion can be 
attributed to a particular gender. 
 
Table 4.3: Table Showing Respondents Age Brackets 
Variable Frequency Percentage 
18 -23 Years 8 10% 
24-29 Years 18 21% 
30-35 Years 22 26% 
36-40 Years 24 29% 
41 Years and Above 12 14% 
Total 84 100% 
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Figure 4.3: Figure showing respondents’ age brackets 
 
As indicated in table 4.3 and shown in figure 4.3, 10% of the respondents had their age falling 
between 18-23 years, 21% belonged in the ages between 24-29 years, 26% were aged between 
30-35 years, 29% were aged between 36-40 years, while 14% were aged 41 years and above. 
The response represents a good dispersion of the respondents in the age bracket but majority 
were aged between 36-40 years. 
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4.1.2 Demographic Information  
Table 4.4: Table showing the level of education of the respondents    
Variable F % 
Doctorate 4 5% 
Post graduate 18 21% 
Graduate 36 43% 
Diploma 26 31% 
Secondary 0 0% 
Primary 0 0% 
Totals 84 100 
 
Figure 4.4: Figure showing the level of education of the respondents  
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The response as indicated in figure 4.4 and table 4.4 shows that most of the respondents had 
graduate degree at 43%, 21% were post graduates while 5% were doctorates, 31% had diploma, 
and none indicated secondary education and primary education levels. This can be interpreted to 
mean that the respondents’ education level is adequate to answer and interpret the research 
questions.  
Table 4.5: Table showing respondents’ position held in the firm  
Variable Frequency Percentage 
Senior level management 8 10% 
Middle level management 28 33% 
Non-management staff 48 57% 
Total 84 100% 
Figure 4.5: Figure showing respondents’ position held in the organisation  
 
As shown in table 4.5 and figure 4.5, the respondents were asked to indicate their positions held 
in the organization, and 57% of the respondents indicated that they were non-management staff, 
33% were in middle level management and 10% were in senior level management. The research 
findings indicated that the respondents were in a better position to understand the variables under 
study.  
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4.2 Main Issues of the Study  
4.2.1 Financial regulations      
Table 4.6: Table showing  if financial regulations affect the performance of Kenya 
Commercial Bank 
 
Figure 4.6: Figure showing if financial regulations affect the performance of Kenya 
Commercial Bank 
 
Respondents were asked to indicate if financial regulations affect the performance of Kenya 
Commercial Bank, 90% indicated yes while 10% indicated no and none indicated that they were 
Category Frequency Percentage 
Yes  76 90% 
No 8 10% 
Not sure 0 0% 
Total 84 100 
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not sure, as shown in figure 4.6 and tabulated in table 4.6. This shows that respondents believe 
that financial regulations affect the performance of Kenya Commercial Bank. 
 Table 4.7: Table showing the extent to which financial regulations affect the performance 
of Kenya Commercial Bank 
 
Figure 4.7: Figure showing the extent to which financial regulations   affect the 
performance of Kenya Commercial Bank 
 
Category Frequency Percentage 
Very great extent 30 36% 
Great extent 36 43% 
Moderate extent 10 12% 
Little extent  6 7% 
Very little extent 2 2% 
Total 84 100 
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Respondents were asked to indicate the extent to which financial regulations affect the 
performance of Kenya Commercial Bank, and 36% indicated very great extent, 43% indicated 
great extent, 12% indicated moderate extent, 7% and 2% indicated little and very little extent 
respectively as shown in figure 4.7 and table 4.7. This shows that the respondents agree that 
financial regulations affect the performance at Kenya Commercial Bank.  
 
Table 4.8: Table showing respondents’ views on the impact of financial regulations on the 
performance of KCB 
 Strongly 
agree  
Agree Undecided  Disagreed  Strongly 
Disagreed  
 n % n % n % n % n % 
The regulation of the banking industry 
is of particular importance to the 
performance of KCB.  
30 36% 52 62% 2 2% 0 0% 0 0% 
Low performance of KCB is an 
indication that financial regulations are 
working. 
52 62% 32 38% 0 0% 0 0% 0 0% 
KCB  is currently  facing  a variety of 
challenges due to financial regulations  
28 33% 36 43% 4 5% 10 12% 6 7% 
Regulatory reporting requirements 
affect the performance of KCB 
36 43% 32 38% 6 7% 10 12% 0 0% 
Regulatory capital requirements affect 
the performance of KCB  
30 36% 52 62% 2 2% 0 0% 0 0% 
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Figure 4.8: Figure showing respondents’ views on the impact of financial regulations on the 
performance of KCB 
 
 
Respondents were asked to use a five point Likert scale to indicate views on the impact of 
financial regulations on the performance of KCB and the response was as tabulated in table 4.8 
and shown in figure 4.8. The first view sought was if the regulation of the banking industry is of 
particular importance to the performance of KCB; 36% of respondents strongly agreed, 62% 
agreed and 2% were undecided. Second view sought was if low performance of KCB is an 
indication that financial regulation is working; 62% strongly agreed and 38% agreed. Third view 
was if KCB is currently facing a variety of challenges due to financial regulations; 33 % strongly 
agreed, 43% agreed, 5% were undecided and 12% disagreed while 7% strongly disagreed. The 
fourth view sought was if regulatory reporting requirements affect the performance of KCB; 
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43% strongly agreed, 38% agreed while 5% were undecided and 12% disagreed. Finally, the 
question was if regulatory capital requirements affect the performance of KCB, and 36% 
strongly agreed while 62% agreed and 2% were undecided. The findings are in agreement with 
Agborndakaw (2010) in that these regulations aim at maintaining orderly markets, licensing the 
providers of financial services, enforcing applicable laws as well as prosecuting cases of market 
misconduct, protecting clients and investors and promoting the stability of the financial system. 
These regulations are promulgated by government regulators as well as international groups.  
 
4.2.2 Interest Rate Capping   
Table 4.9: Table showing if interest rate capping affects the performance of Kenya 
Commercial Bank. 
 
Figure 4.9: Figure showing if interest rate capping   affects the performance of Kenya 
Commercial Bank 
 
Category Frequency Percentage 
Yes  72 85% 
No 8 10% 
Not sure 4 5% 
Total 84 100 
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Respondents were asked to indicate if interest rate capping affects the performance of Kenya 
Commercial Bank; 85% indicated yes and 10% indicated no while 5% were not sure, as shown 
in figure 4.9 and tabulated in table 4.9. This shows that respondents believe that interest rate 
capping affects the performance of Kenya Commercial Bank. 
 Table 4.10: Table showing the extent to which interest rate capping   affects the 
performance of Kenya Commercial Bank 
 
Figure 4.10: Figure showing the extent to which interest rate capping   affects the 
performance of Kenya Commercial Bank 
 
Category Frequency Percentage 
Very great extent 
32 38% 
Great extent 
36 43% 
Moderate extent 
10 12% 
Little extent  
6 7% 
Very little extent 
0 0% 
Total 84 100 
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Respondents were asked to indicate the extent to which financial regulations affect the  
performance of Kenya Commercial Bank, and 38% indicated very great extent, 43% indicated 
great extent, 12% indicated moderate extent, and 7% indicated little extent as shown in figure 
4.10 and table 4.10. This shows that the respondents agree that interest rate capping affects the 
performance of Kenya Commercial Bank.  
Table 4.11: Table showing respondents’ views on the impact of interest capping on 
performance of KCB Bank 
 Strongly 
agree  
Agree Undecided  Disagreed  Strongly 
Disagreed  
 n % n % n % n % n % 
Interest rate caps have affected the 
performance of KCB    
30 36% 52 62% 2 2% 0 0% 0 0% 
Interest rate caps in Kenya has been the 
claim that it will constrain credit to the 
low-income people   
28 33% 36 43% 8 5% 10 12% 6 7% 
KCB Bank are already not offering 
credit to the low-income, the 
vulnerable, small-holder agriculture 
farmers despite the new law on interest 
rates   
12 7% 20 12% 8 5% 36 43% 28 33% 
Interest rate is one of the important 
factors that affect performance at KCB   
30 36% 52 62% 2 2% 0 0% 0 0% 
Market interest rates exert influence on 
the performance of KCB 
30 36% 52 62% 2 2% 0 0% 0 0% 
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Figure 4.11: Figure showing respondents’ view on the impact of interest capping on the 
performance of KCB Bank 
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Respondents were asked to use a five point Likert scale to indicate views on the effects of 
interest rate capping on the performance of KCB and the responses were as tabulated in table 
4.11 and shown in figure 4.11. The first view sought was if the interest rate caps have affected 
the performance of KCB, and 36% of respondents strongly agreed, 62% agreed and 2% were 
undecided. Second view sought was if interest rate caps in Kenya have been the claim that it will 
constrain credit to the low-income people; 33% strongly agreed, 43% agreed, 5% were 
undecided and 12% disagreed while 7% strongly disagreed. Third view was if KCB Bank is 
already not offering credit to the low-income, the vulnerable, small-holder agriculture farmers 
despite the new law on interest rates, and 7% of respondents strongly agreed, 12% agreed, 5% 
were undecided while 43% disagreed and 33% strongly disagreed. The fourth view sought was if 
interest rate is one of the important factors that affect performance at KCB, and 36% strongly 
agreed, 62% agreed, 2% were undecided while 0% disagreed and 0% strongly disagreed. Finally, 
the question was if market interest rates exert influence on the performance of KCB, and 36% 
strongly agreed while 62% agreed and 2% were undecided. The findings are in line with the 
study done by Gardner and Cooperman (2005) which found that interest rates represent the cost 
of borrowing capital for a given period of time. Price changes are anticipated in the real world 
and these expectations are part of the process that determines interest rates. Keynes (2006) 
indicates that the rate of interest represents the cost of borrowing capital for a given period of 
time. Given that borrowing is a significant source of finance for the firms, interest rates are of 
great importance to them since it greatly affects their income and by extension their operations. 
According to Cargill (1991), interest rates for lending and other financial intermediaries 
represent both a compensation for the loss in value of the loaned capital arising mainly from 
inflation as well as profit margin to compensate the lender for the default risk he exposes himself 
to during the loan period. Saunder (1995) asserts that interest rates influence the overall 
economic activity including the flow of goods, services and financial assets within the economy 
and as well as the whole world.  
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4.2.3 Bank liquidity   
Table 4.12: Table showing  if bank liquidity  affects the performance of Kenya Commercial 
Bank 
 
 
 
 
Figure 4.12: Figure showing if bank liquidity  affects the performance of Kenya 
Commercial Bank 
 
Category Frequency Percentage 
Yes  80 95% 
No 4 5% 
Not sure 0 0% 
Total 84 100 
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Respondents were asked to indicate if bank liquidity affects the performance of Kenya 
Commercial Bank; 95% indicated yes and 5% indicated no while none indicated that they were 
not sure as shown in figure 4.12 and tabulated in table 4.12. This shows that respondents believe 
that financial regulations affect the performance of Kenya Commercial Bank. 
 Table 4.13: Table showing the extent to which bank liquidity  affects the performance of 
Kenya Commercial Bank 
 
Category Frequency Percentage 
Very great extent 30 36% 
Great extent 40 47% 
Moderate extent 10 12% 
Little extent  4 5% 
Very little extent 0 0% 
Total 84 100 
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Figure 4.13: Figure showing the extent to which bank liquidity  affects performances of 
Kenya Commercial Bank 
 
 
Respondents were asked to indicate the extent to which bank liquidity  affects performances of 
Kenya Commercial Bank; 36% indicated very great extent, 47% indicated great extent, 12% 
indicated moderate extent and 5% indicated little extent as shown in figure 4.13 and table 4.13. 
This shows that the respondents agree that bank liquidity affects the performance of Kenya 
Commercial Bank.  
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Table 4.14: Table showing respondents’ view on the impact of bank liquidity on 
performance of KCB Bank 
 Strongly 
agree  
Agree Undecided  Disagreed  Strongly 
Disagreed  
 n % n % n % n % n % 
Bank liquidity has no significant 
relations with performance  
30 36% 52 62% 2 2% 0 0% 0 0% 
 The liquidity management variable 
such as current ratio, cash to deposit 
ratio and liquid to asset ratio had a 
negative impact on profitability of 
KCB 
52 62% 32 38% 0 0% 0 0% 0 0% 
KCB adopts a tight liquidity approach 
in which there are more current asset 
over current liability. 
28 33% 36 43% 4 5% 10 12% 4 7% 
The liquidity and profitability trade-off  
is a major issue facing KCB  
36 43% 32 38% 6 7% 10 12% 0 0% 
Liquidity and profitability as 
performance indicators are very 
important to shareholders. 
30 36% 52 62% 2 2% 0 0% 0 0% 
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Figure 4.14: Figure showing respondents’ views on the impact of bank liquidity on 
performance of KCB 
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Respondents were asked to use a five point Likert scale to indicate views on the impact of bank 
liquidity on performance of KCB and the responses were as tabulated in table 4.14 and shown in 
figure 4.14. The first view sought was if bank liquidity has no significant relations with 
performance, 36% of respondents strongly agreed, 62% agreed and 2% were undecided. Second 
view sought was if the liquidity management variables such as current ratio, cash to deposit ratio 
and liquid to asset ratio had a negative impact on profitability of KCB; 62% strongly agreed and 
38% agreed. Third view was if KCB adopts a tight liquidity approach in which there are more 
current assets over current liabilities, and 33 % strongly agreed, 43% agreed, 5% were undecided 
and 12% disagreed while 7% strongly disagreed. The fourth view sought was if the liquidity- 
profitability tradeoff is a major issue facing KCB, and 43% strongly agreed, 38% agreed, 5% 
were undecided while 12% disagreed. Finally, the question was if liquidity and profitability as 
performance indicators are very important to shareholders, and 36% strongly agreed while 62% 
agreed and 2% were undecided.  The finding are  in line with other scholars such as the study by 
Naceur (2003) which established that banking profitability is determined by the high interest rate 
the banks levy that are associated with higher earnings, and he further concluded that other 
determinants that include the size of the bank and debtors affect profitability in a negative 
manner. A similar study by Goddard (2004) determined that profitability incorporates ownership 
type, diversification, size, risks and dynamics. Another study by Heibati (2009) surveyed the 
parameters of banks in four areas: efficiency, capital, liquidity and profitability in relation to 
performance, and the results showed liquidity affects profitability of banks. 
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4.2.4 Market structure  
Table 4.15: Table showing  if market structure affects the performance of Kenya 
Commercial Bank 
 
 
Figure 4.15: Figure showing if market structure affects the performance of Kenya 
Commercial Bank 
 
Respondents were asked to indicate if market structure affects the performance of Kenya 
Commercial Bank, and all the respondents at 100% indicated yes, as shown in figure 4.15 and 
Category Frequency Percentage 
Yes  84 100% 
No 0 0% 
Not sure 0 0% 
Total 84 100 
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tabulated in table 4.15. This shows that respondents believe that market structure affects the 
performance of Kenya Commercial Bank. 
Table 4.16: Table showing the extent to which market structure affects the performance of 
Kenya Commercial Bank 
 
Category Frequency Percentage 
Very great extent 44 52% 
Great extent 40 48% 
Moderate extent 0 0% 
Little extent  0 0% 
Very little extent 0 0% 
Total 84 100 
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Figure 4.16: Figure showing the extent to which market structure affects the performance 
of Kenya Commercial Bank 
 
Respondents were asked to indicate the extent to which market structure affects the performance 
of Kenya Commercial Bank, and 52% indicated very great extent while 48% indicated great 
extent as shown in figure 4.16 and table 4.16. This shows that the respondents agree that market 
structure affects the performance at Kenya Commercial Bank.  
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Table 4.17: Table showing respondents’ views on the effects of market structure on the   
performance of KCB Bank 
 Strongly 
agree  
Agree Undecided  Disagreed  Strongly 
Disagreed  
 n % n % n % n % n % 
 The performance of KCB depends on 
efficiency levels, but not market power 
30 36% 52 62% 2 2% 0 0% 0 0% 
Profitability at KCB bank is credited to 
price behaviour and market conditions 
that are attributed to non-competitive 
conditions. 
52 62% 32 38% 0 0% 0 0% 0 0% 
KCB bank market share has little 
significance on the bank profitability 
and performance 
36 43% 32 38% 6 7% 10 12% 0 0% 
KCB’s profitability and  stability 
appear to be moving with NSE share 
index  
30 36% 52 62% 2 2% 0 0% 0 0% 
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Figure 4.17: Figure showing respondents’ views on the effects of market structure on the   
performance of KCB  
 
Respondents were asked to use a five point Likert scale to indicate views on the effects of market 
structure on performance of KCB  and the response were as tabulated in table 4.17 and shown in 
figure 4.17. The first view sought was if the performance of KCB depends on efficiency levels, 
but not market power, and 36% of respondents strongly agreed, 62% agreed and 2% were 
undecided. Second view sought was if profitability at KCB bank is credited to price behaviour 
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and market conditions that are attributed to non-competitive conditions; 62% strongly agreed and 
38% agreed. Third view was if the KCB bank market share has little significance on the bank 
profitability and performance, and 43% strongly agreed, 38% agreed while 5% were undecided 
and 12% disagreed. Finally, the question was if KCB’s profitability and stability appear to be 
moving with NSE share index, and 36% strongly agreed while 62% agreed, and 2% were 
undecided. The findings are in line with a study by Demsetz (2003) which established that 
performance and market structure is affected by price reduction due to their profit maximizing 
behaviour. That is, market concentration resulted from the superior efficiency of leading banks. 
This study will consider competition among banks by determining the market share index of 
each bank for every year under consideration. However, the non-structure approach states that 
competition can be measured directly without using the relationship between structure, conduct 
and performance. Competition under non-structure approach can be measured using factors such 
as risk profiles, entry or exit barriers and revenue behaviour (Demsetz, 2003). The traditional 
view of competition fragility states that high bank concentration erodes market power, resulting 
in lower profit margins and accordingly reduces banks’ motivation for risk taking (Jimenez, 
Lopez, & Saurina, 2010). The second view is the competition-stability contending that more 
market power in the loan market will increase financial institutions’ interest rates on loans that 
often result to higher rate of defaulters (Nicolo & Loukoianova, 2007).  
4.3 Limitations of the study 
Owing to the nature and characteristics of the target respondents, most of respondents were 
reluctant to disclose information with regards to the survey for fear of being reprimanded by the 
management who are responsible for handling issues related to the matter under study. In this 
case, the researcher guaranteed the respondents of the privacy of the data that they provided and 
sought authority from management to undertake research in the firm. The researcher also 
attached authority research letter from the university to the questionnaire so as to give further 
assurance on the purpose of the study. 
4.4 Chapter Summary 
This chapter presents research findings that were obtained from the field data; the study was to 
examine the impact of financial regulations on the performance of commercial banks in Kenya, 
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with KCB Bank as the case study. The findings were influenced by both male and female 
respondents, and data analysis was through descriptive method. The data has been presented in 
form of graphs and tables. 
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CHAPTER FIVE 
SUMMARY, RECOMMENDATIONS AND CONCLUSION 
5.0 Introductions  
In this section, a summary of research outcomes, recommendations and conclusion of the 
research study are outlined in relation to study variables. Conclusion is made based on the study 
findings. 
5.1 Summary of Findings 
Out of 98 questionnaires that were distributed, 86 percent response rate was achieved. The 
gender characteristics of respondents are dominated by females at 55% against males who are 
45%. As for the age, 10% of the respondents had their age fall between 18-23 years, 21% 
belonged in the ages between 24-29 years, 26% were aged between 30-35 years, 29% were aged 
between 36-41 years while 14% were aged 42 years and above. Most of the respondents had 
graduate degree at 43%, 21% were post graduates while 5% had doctorate and 31% had diploma 
qualifications. 56% of the respondents were non-management staff, 33% were in middle level 
management and 10% were in senior level management. 
5.1.1 Financial regulations      
There was a 90% approval from the respondents that financial regulations affect the performance 
of Kenya Commercial Bank, with 79% responding that it does to a great extent while 12% 
indicated that the effect is to a moderate extent. Respondents were asked if the regulation of the 
banking industry is of particular importance in the performance of KCB, and 98% agreed. When 
asked if the low performance of KCB is an indication that financial regulations are working, 98% 
agreed; 74 % agreed that KCB is currently facing a variety of challenges due to financial 
regulations while 26% were of a contrary opinion; 81% agreed that regulatory reporting 
requirements affects the performance of KCB, and finally, 98% of respondents agreed that 
regulatory capital requirements affect the performance of KCB. The findings are in agreement 
with Agborndakaw (2010) that these regulations aim at maintaining orderly markets, licensing 
the providers of financial services, enforcing applicable laws as well as prosecuting cases of 
market misconduct, protecting clients and investors and promoting the stability of the financial 
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system. These regulations are promulgated by government regulators as well as international 
groups.  
5.1.2 Interest Rate Capping 
Respondents were asked to indicate if interest rate capping affects performances of Kenya 
Commercial Bank, and 85% indicated yes while 10% indicated no and 5% were  not sure, and 
when they were required to indicate to what extent, 38% indicated very great extent, 43% 
indicated great extent, 12% indicated moderate extent and 7% little extent while no one 
disagreed.  Respondents were then asked to use a five point Likert scale to indicate their views 
on the effects of interest capping on the performance of KCB. The first view sought was if the 
interest rate caps have affected the performance of KCB, and 36% of respondents strongly 
agreed, 62% agreed and 2% were undecided. The second view sought was if interest rate caps in 
Kenya have been the claim that it will constrain credit to the low-income people and 33% 
strongly agreed, 43% agreed, 5% were undecided and 12% disagreed while 7% strongly 
disagreed. Third view was if KCB Bank is already not offering credit to the low-income, the 
vulnerable, small-holder agricultural farmers despite the new law on interest rates, and 7% of 
respondents strongly agreed, 12% agreed, 5% were undecided while 43% disagreed and 33% 
strongly disagreed. The fourth view sought was if interest rate is one of the important factors that 
affect performance at KCB, and 36% strongly agreed, 62% agreed, 2% were undecided while 
0% disagreed and 0% strongly disagreed. Finally, the question was if market interest rates exert 
influence on the performance of KCB, and 36% strongly agreed while 62% agreed and 2% were 
undecided. The findings are in line with Gardner and Cooperman (2005) study which found that 
interest rates represent the cost of borrowing capital for a given period of time. Price changes are 
anticipated in the real world and these expectations are part of the process that determines 
interest rates. Keynes (2006) indicates that rates of interest represent the cost of borrowing 
capital for a given period of time. Given that borrowing is a significant source of finance for the 
firms, interest rates are of great importance to them since it greatly affects their income and by 
extension their operations. According to Cargill (1991), interest rates for lending and other 
financial intermediaries represent both a composition for the loss in value of the loaned capital 
arising mainly from inflation as well as profit margin to compensate the lender for the default 
 52 
 
risk he exposes himself to during the loan period. Saunder (1995) asserts that interest rates 
influence the overall economic activity including the flow of goods, services and financial assets 
within the economy and as well as the whole world. 
 
5.2.3 Bank liquidity     
Respondents were asked to indicate if bank liquidity affects performances of Kenya Commercial 
Bank, and 95% indicated yes while 5% indicated no and none indicated that they were not sure.  
Respondents were asked to indicate the extent to which bank liquidity affects performances of 
Kenya Commercial Bank, and 36% indicated very great extent, 48% indicated great extent, 12% 
indicated moderate extent and 5% indicated little extent. The respondents were then asked to use 
a five point Likert scale to indicate their views on the impact of bank liquidity on performance of 
KCB and the responses were as follows: The first view sought was if bank liquidity has no 
significant relations with performance, and 98% of respondents agreed while 2% were 
undecided. The second view sought was if the liquidity management variables such as current 
ratio, cash to deposit ratio and liquid to asset ratio had a negative impact on profitability and 
liquidity of KCB; 62% strongly agreed and 38% agreed. The third view was if KCB adopts a 
tight liquidity approach in which there are more current assets than current liabilities; 76 % 
agreed, 5% were undecided and 19% disagreed. The fourth view sought was if the liquidity and 
profitability tradeoff is a major issue facing KCB and the results were that 43% strongly agreed, 
38% agreed while 7% were undecided and 12% disagreed. Finally, the question was if liquidity 
and profitability as performance indicators are very important to shareholders, and the response 
was that 36% strongly agreed while 62% agreed and 2% were undecided.  The finding are  in 
line with other scholars such as Naceur (2003) whose study established that banking profitability 
is determined by the high interest rate the bank levies that are associated with higher earnings, 
and he further concluded that other determinants that include the size of the bank and debtors 
affect profitability in a negative manner. A similar study by Goddard (2004) determined that 
profitability incorporates ownership type, diversification, size, risks and dynamics. Another 
study by Heibati (2009) surveyed the parameters of banks in four areas: efficiency, capital, 
liquidity and profitability in relation to performance, and the results showed liquidity affects 
profitability of banks.  
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5.1.4 Market structure   
Respondents were asked to indicate if market structure affects performances of Kenya 
Commercial Bank and all the respondents at 100% indicated yes. Respondents were asked to 
indicate the extent to which market structure affects performances of Kenya Commercial Bank, 
and 52% indicated very great extent while 48% indicated great extent. Respondents were asked 
to use a five point Likert scale to indicate views on the effects of market structure on 
performance of KCB and the responses were as follows: The first view sought was if the 
performance of KCB depends on efficiency levels, but not market power, and 36% of 
respondents strongly agreed, 62% agreed and 2% were undecided. The second view sought was 
if profitability at KCB bank is credited to price behaviour and market conditions that are 
attributed to non-competitive conditions; 62% strongly agreed and 38% agreed. Third view was 
if the KCB bank market share has little significance on the bank profitability and performance; 
43% strongly agreed, 38% agreed while 7% were undecided and 12% disagreed. The last 
question was if KCB’s profitability and stability appear to be moving with NSE share index; 
36% strongly agreed while 62% agreed and 2% were undecided. The findings are in line with a 
study by Demsetz (2003) which established that performance and market structure is affected by 
price reduction due to their profit maximizing behaviour. That is, market concentration resulted 
from the superior efficiency of leading banks. This study considered competition among banks 
by determining the market share index of each bank for every year under consideration. 
However, the non-structure approach states that competition can be measured directly without 
using the relationship between structure, conduct and performance. Competition under non-
structure approach can be measured using factors such as risk profiles, entry or exit barriers and 
revenue behaviour. 
 
5.2 Recommendations 
The study has the following recommendations: 
The management of KCB Bank should ensure that their products are structured in such a way 
that contains competition from other banks, and they should adopt appropriate pricing of various 
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products in line with the estimated business risk which will eventually increase profit and 
therefore result to better performance.   
The management should put in place modalities to check the spread of interest rates in order to 
improve the bank performance and therefore protect customer deposits. 
KCB Bank management should ensure that all regulations provided by Central Bank are fully 
complied with. This will ensure that the bank does not face sanctions that might affect its daily 
operations and consequently affect its performance.   
The management of KCB Bank should ensure that the bank charges reasonable premiums which 
borrowers can afford so as to lower the number of defaulters. Lenders should be screened to 
mitigate default as this will reduce the risk of liquidity problems and hence loan performance. 
The management also needs to consider tradeable assets by clients to be used as loan security 
while applying for loans.  
 
5.3 Area of Further Study 
The study suggests that a comparable research should be done in other banks, micro-finance 
institutions and deposit taking Savings and Credit Cooperative Organizations to validate the 
findings of the current study.  
5.4 Conclusion  
The implementation of the Financial Regulations Bill 2015 in Kenya has been a major challenge 
to the performance of commercial banks, but in the long run it contributes to the strengthening of 
the banking systems. Some aspects of the regulations are oriented towards achieving the 
development objectives of the country without having to sacrifice prudent regulations and 
financial sector stability considerations. The Kenyan banking environment in the last decade has 
undergone many structural changes in the sector that are financial and regulatory, and this has 
encouraged foreign banks to enter into the market. Financial regulations can be measured by 
looking at the growth in the financial sector and this is done by comparing financial performance 
before new regulations came into effect and the performance after. When the government 
implements an interest rate cap, its main aim is to give incentives to lenders in order to determine 
the supply curve and push up the access to credit and at the same time bring down borrowing 
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rates. When interest rates become very high, lending institutions come up with many other ways 
of making money from their customers by way of increasing certain fees, and also tend to turn 
down requests from borrowers who are deemed to be not credit worthy.  
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APPENDEX 1 
LETTER OF INTRODUCTION 
Dear Respondent, 
My names are Mugo Wanjohi Maringa and as part of the requirements to graduate with a degree 
of Bachelor of Commerce of the Management University of Africa, I am conducting a study 
titled: THE IMPACT OF FINANCIAL REGULATIONS ON THE PERFORMANCE OF 
COMMERCIAL BANKS IN KENYA: A CASE STUDY ON KCB BANK. For this reason, I 
humbly request you to assist in filling the attached questionnaire to the best of your knowledge. 
The information that you will provide is strictly for academic purposes, shall not be used for any 
other way, and your names shall not appear in this study. Your   input will go a long way in 
facilitating this research study. 
Thank you.   
 
Yours Faithfully, 
 
Mugo Maringa   
BCOM/3/00011/1/2015 
Management University of Africa 
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APPENDIX II : QUESTIONNAIRE 
 
Instructions 
Tick the appropriate response. Where the question is opened, write in the space provided 
SECTION A 
1. Please indicate your gender ………………… 
2. What is your age group  
18 years to 23 years {   }, 24 years to 29 years {  }, 30years to 35years { }, 36 years to 41 years    
{ },  Above 42 years {  } 
3. What is your education level? 
Primary {  } Secondary {  }   College {  } Graduate {  } Post graduate {  } Doctorate  {  } 
 
4. Your current position in the organization  
Senior Management (  ) Middle-Level Management {   } None Management {   } 
 
 
SECTION B 
Financial Regulations  
1. Do financial regulations affect performances of Kenya Commercial Bank?  
{   } Yes {   } No {   } Not Sure 
2. To what extent do financial regulations affect performances of Kenya Commercial Bank? 
Very Great Extent {   } Great Extent {   } Moderate Extent {   } Little Extent {   }  
Very Little Extent {   } 
3. Please give your view on the impact of financial regulations on the performance of KCB and 
use the scale provided for the best answer possible 
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1 The  regulation of the banking industry is of particular 
importance to the performance of KCB 
     
2  Low performance  of  KCB is an indication that  financial 
regulation is working 
     
3 KCB  is currently  facing  a variety of challenges due to 
financial regulation  
     
4 Regulatory reporting requirements affect the performance of 
KCB 
     
5 Regulatory capital requirements affect the performance of 
KCB 
     
 
Interest Rate Capping  
1. Does interest rate capping affect performances of Kenya Commercial Bank?  
{   } Yes {   } No {   } Not Sure 
2. To what extent does interest rate capping affect performances of Kenya Commercial Bank? 
Very Great Extent {   } Great Extent {   } Moderate Extent {   } Little Extent {   }  
Very Little Extent {   } 
3. Please give your view on the impact of interest rate capping on performance of KCB and use 
the scale provided for the best answer possible 
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1 Interest rate caps have affected the performance of KCB      
2  Interest rate caps in Kenya has been the claim that it will 
constrain credit to the low-income people  
     
3 KCB Bank are already not offering credit to the low-
income, the vulnerable, small-holder agricultural farmers 
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despite the new law on interest rates  
4 Interest rate is one of the important factors that affect 
performance of KCB  
     
5 Market interest rates exert influence on the performance of 
KCB  
     
 
Bank Liquidity  
1. Does bank liquidity affect the performance of Kenya Commercial Bank?  
{   } Yes {   } No {   } Not Sure 
2. To what extent does bank liquidity affect the performance of Kenya Commercial Bank? 
Very Great Extent {   } Great Extent {   } Moderate Extent {   } Little Extent {   }  
Very Little Extent {   } 
3. Please give your views on the impact of bank liquidity on performance of KCB and use the 
scale provided for the best answer possible. 
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1 Bank liquidity has no significant relations with performance       
2   The liquidity management variables such as current ratio, 
cash to deposit ratio and liquid to asset ratio has a negative 
impact on liquidity and profitability of KCB 
     
3 KCB adopts a tight liquidity approach in which there are 
more current assets over current liabilities. 
     
4 The liquidity-profitability tradeoff is a major issue facing 
KCB.  
     
5 Liquidity and profitability as performance indicators are 
very important to shareholders. 
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Market Structure  
1.  Does market structure affect performance of Kenya Commercial Bank?  
{   } Yes {   } No {   } Not Sure 
2. To what extent does market structure affect the performance of KCB? 
Very Great Extent {   } Great Extent {   } Moderate Extent {   } Little Extent {   }  
Very Little Extent {   } 
3. Please give your views on the impact of market structure on performance of KCB and use the 
scale provided for the best answer possible. 
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1 The performance of KCB depends on efficiency levels, but 
not market power.    
     
2  Profitability at KCB bank is credited to price behaviour and 
market conditions that are attributed to non-competitive 
conditions  
     
3 KCB bank market share has little significance on the bank 
profitability and performance  
     
4 KCB market power has no influence on bank performance.  
 
     
5 KCB’s profitability and stability appear to be moving with 
NSE share index.  
.   
     
 
Thank you for your participation.  
